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Gold Price vs. Share Prices 








HY DO share prices 
W fluctuate by  one- 
eighth of $1 or some multiple 
thereof? 

The veteran trader, of course, is 
so accustomed to watching stock 
quotations vary up or down by 
one-eighth. three - eighths, five - 
eighths or seven-eighths that he 
probably never gives the matter a 
thought. Yet. there is no United 
States monetary unit equivalent to 
one-eighth of a dollar-——the nearest 
being. of course, the dime. 

Stocks would probably — be 
neither more nor less attractive if 
their price variations were ex- 
pressed in tenths—with one up 10 
cents: another down 30 cents. and 
a third 70 cents higher at the 
close—but the eighth differential 
probably is too firmly entrenched 
by this time to ever be abandoned. 

Surprisingly, a recent check 
among veteran stock market pun- 
dits disclosed that none of them 
knew the origin of expressing 
share price fluctuations in eighths. 

The most plausible explanation 
obtained to date came—not from 
anyone in Wall Street-—-but from 
a Beverly Hills. Calif... registered 
representative of a well-known 
Stock Exchange member firm. 





Clarence Hunter Staples says 
that, around 1775, the Spanish 
milled dollars—also known as 
“pieces of eight”—were the most 
abundant coins in circulation. 

“A little research,” he adds, 
“reveals that the pieces of eight 
were so named because the Spanish 
dollars were divided into halves, 
quarters, bits. and picayunes with 
a hammer and chisel. 

“IT also find that the stock 
brokers of those days charged 
commissions of 1 per cent (as 
compared with today’s average of 
less than 2 per cent). 

“Apparently, the merchants and 
brokers who had been meeting at 
the foot of Broad Street for many 
years transacted their business in 
corn meal and wine in Spanish 
dollars. It is possible that the use 
of Spanish dollars. or pieces of 
eight, might have carried over into 
the customs of the Stock Exchange 
from its beginnings in 1752 until 
the Buttonwood Tree Agreement 
of May 17. 1792.” 

Mr. Staples concedes frankly 
that his research “may be abso- 
lutely without foundation.” but his 
reasoning does seem to be logical. 
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TRADE 
MAKES AID 


By J. Peter Grace, Jr.. President, W. R. Grace & Co. 


HROUGHOUT Latin-America, the 

j powren citizen today is a far 

better fed, better shod, better 

clothed, better housed, better edu- 

cated and a healthier human being 
than he was fifteen years ago. 

His productivity as a worker has 





Panagra flies between Miami and 
South American points. 


increased, and that, in turn, has 
brought him even more of the 
good things of life. 

While increasing their local pro- 
ductivity, most South American 
nations have found it possible at 
the same time to improve their 
trade with the rest of the world. 
Figures just released by the statis- 
tical office of the United Nations 
disclose that 1951 world trade- 
excluding inter-trade of Russia and 
her satellites—was 350 per cent 












(Above) Candy 
and biscuit 
plant in Colom- 
bia. (Left) Pa- 
per made from 
bagasse on 
loading plat- 
form in Peru, 





in volume of the amount in 1938. 
Exports in 195] were 385 per cent 
above 1938: imports gained 405 
per cent. As the table on the next 
page shows so clearly, most Latin- 
American nations kept pace with 
—where they didn’t run far ahead 
of—the world-wide improvement. 

The growth of national produc- 
tivity, accompanied by that of 
foreign trade, is at first impression 
an unusual phenomenon. One 
would suppose that the establish- 
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ment of local industries to supply 


purely local needs would tend to 
cut down imports. The extraordi- 
nary fact is that, in the Latin- 
American countries, this local pro- 
duction growth and the increase in 
imports have both shown a steady 
upward curve at the same time 
that the standard of living of the 
worker and his family has been 
improving. 

\n example of this process at 
work is supplied by three paint fac- 
tories which our organization 
operates in Chile, Peru and Colom- 
bia. To establish these factories. 
we imported the relatively simple 
basic machinery, and. of course, 
continuously have imported certain 
basic raw materials. principally 
synthetic resin, vegetable oils and 
the prime pigments, such as titani- 
um dioxide. 

The technicians who built and 
operated these paint factories were 
also imported . . . that is to say. 
they were North Americans. 
trained in United States paint 
plants. Soon we found that local 
workers could be trained to do 
these technical jobs. After elimi- 


Modern woolen mill in Chile. 








| Per Cent INCREASE IN WoRLD 
TRADE BETWEEN 1938 AND 
1951 FoR SELECTED SOUTH 
AMERICAN COUNTRIES 


Exports Imports 


Brazil .... 580% 495‘ % 
Chile... 219 167 

| Colombia . 469 367 
Mexico ... 594 261 
ee 339 236 
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nating the initial “bugs” which 
accompany the establishment of 
any industry, we found we could 
make excellent paint. 

Then came the problem of sales, 
and this is where the “chain re- 
action” begins to take effect. We 
had to create the demand for paint. 
It was not the general practice for 
South Americans to paint their 
houses, their factories, farms and 
business establishments with any- 
thing like the regularity which pre- 
vails in this country. Once a man. 
however, had been persuaded to 
paint his house, and his wife be- 
came a better housekeeper. they 
took more pride in their home and 


One of Grace’s sugar plantations. 
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J. Peter Grace, Jr., is the third generation 
of his family to head W. R. Grace & Co., 
founded in Peru in 1854. Following gradua- 
tion from Yale in 1936, Mr. Grace received 
his first training in the company’s financial 
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department. 
company in 1942, and president in 1945. Mr. 
Grace serves on a number of directorates, 
National 


He became Secretary of the 


City Bank, Ingersoll- 


Rand, Northern Insurance Co. and Davison Chemical. He is presi- 
dent of the Catholic Youth Organization of New York. 





spent more time and money in 
decorating. This meant sales and 
a greater demand for imported 
household goods. 

The farmer and the storekeeper, 
once they had been persuaded to 
paint, found that cleanliness meant 
and a_ better-looking 
establishment. People began to live 
better as a result of paint, and the 
effect felt in all directions. 
The success of our paint plants 
brought about greater sales effort 
on behalf of imported paint and 
brought new local paint plants into 
competition. The competition 
caused greater sales effort. more 
efficient production. 
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Bagasse piled at a sugar refinery. 









prices, and the consequent wider 
use of the commodity. Meanwhile, 
the rapidly increasing use of paint 
greatly increased the imports of the 
aforementioned raw materials and 
paint-making machinery. 

The establishment of a paper in- 
dustry in Peru had a similar effect. 
We found we could make paper out 
of bagasse, the residue of the sugar 
cane after extracting the juices. 
The products — wrapping paper 
and cardboard — changed the re- 
tailing, merchandising and_pack- 
aging habits of the nation. In 
order to treat the bagasse. alkalis 
Next door to the 
paper mill we built an electrolytic 


were necessary. 





Flour mill in Bolivia. 





caustic soda plant, using ocean 
salt as raw material. 

This process, of course. also pro- 
duces large quantities of chlorine. 
Peruvian municipalities, outside of 
Lima. generally 
chlorination for water treatment. 
Chlorine changed the sanitation 
habits of a great part of the coun- 
try. The new paper industry sup- 
planted the modest quantities of 
imported papers that were being 
used and the retail 
trade of the country a new ap- 


were not using 


gave whole 




























proach in sanitary wrapping and 
packaging, particularly of food. 


This. of course, stimulated any 
number of further demands for 
packaging materials. including 


specialty papers. which required 
imported pulp. 

The rapidly growing paper in- 
dustry has imported millions of 
dollars in pulp and U. S.-made 
machinery. Peru’s foreign trade 
has been the new phenomenon of 
Peruvian and cardboards 
entering the export market. 

The important know-how  fea- 


papers 


Grace Line’s Santa Rosa in La 
Guaira harbor, Venezuela. 
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tures of these South American 
operations also have had unusual 
consequences. For instance. W. R. 
Grace & Co.. in conjunction with 
General du Pont 
many 


Electric, and 
Ingersoll-Rand. for years 
has been bringing young techni- 
cians and university students to the 
United States for training in elec- 
trical, chemical and mechanical 
engineering. Most of them have re- 
turned to serve in their homelands. 
but others have stayed in_ this 
country, and made important tech- 
nical contributions. 

Our own interest in chemistry. 
which was first developed in our 
nitrate, paint. alkali and sugar in- 
dustries. in South America. has 
come home to the United States in 
the 
Chemical Company. whose _ first 
$20.000.000 
nitrogen plant. is now under con- 


recent formation of Grace 


operating unit. a 
struction in Memphis. Tennessee. 
Similarly, many of our domestic 
enterprises, such as the Naco Fer- 
tilizer Company and our Pacific 
coast agricultural machinery busi- 
ness. are an outgrowth of kindred 
enterprises in South America. 
The 


financial 


innumerable international 
credit transactions 
which have been set in motion by 
South American trade really have 
been the basis of the formation and 
subsequent sound growth of the 
Grace National Bank of New York. 

Thus. in an atmosphere of co- 
operation mutual trust in 
trade. we have seen an example 
of the slogan I would like to pro- 
pose, which is “Trade Makes Aid!” 


and 


and 


1952 EARNINGS 
PATTERN UNEVEN 





rpyuk 1952 parvreRN of corpora- 
| ipo earnings was an uneven 
one. with losses apparently some- 
what more common than gains. 
For all United States corporate 
enterprises, the best estimates indi- 
cate a slight drop in net income 
below 1951, just as that year’s net 
was slightly under the 1950 figure. 
Generally speaking, companies 
engaged in manufacturing, mining 
and trade achieved somewhat 
smaller profits last year than they 
did in the previous 12 months: 
while higher profits were reported 
by many corporations in the fields 
of transportation, public utilities 
and financing. 
Strikes—such as the 54-day 
work stoppage in the steel industry 
higher operating expenses and 


inventory write-downs were among 
the factors which lowered profits 
for some companies. 

The two tables accompanying 
this article disclose 1952 and 195] 
net incomes of 50 fairly representa- 
tive listed companies—25_ which 
earned more last year than they 
did the year before and 25 which 
earned less. 

The increases in 1952 net in- 
come over 1951 range from 0.3 
per cent for National Lead to 38.5 
per cent for Pennsylvania Rail- 
road: while the decreases vary 
from 0.5 per cent for R. J. Reyn- 
olds Tobacco to 25.5 per cent for 
United Fruit. 

No less than 11 of the 25 com- 
panies in the first table—National 
Biscuit. General Motors. J. C. Pen- 
ney. American Telephone & Tele- 
graph. Consolidated Edison of 
New York, Pittsburgh Plate Glass. 
Southern Company, Common- 
wealth Edison. Pacific Gas & Elee- 
tric. Southern Pacific and Pennsyl- 
vania Railroad—registered net in- 


HIGHER 
EARNINGS 
IN 



















come gains of 10 per cent or more 
last year. 

Only eight of the corporations 
in the first table recorded a rise in 
1952 net over 1951 of less than 5 
per cent; while the other six each 
showed increases of more than 5 
but less than 10 per cent. 

Of the 25 companies 
smaller earnings. only 


with 
eight- 


Bethlehem Steel, National Steel, 
Phelps Dodge, Standard Oil ( Ind. ), 
Republic Steel, American Smelt- 
ing & Refining, U. S. Steel and 
United Fruit—reported declines of 
10 per cent or more each. 

Nine showed 1952 earnings less 
than 5 per cent below those of 
1951; the other eight registered 
declines in net 


income of more 





25 COMPANIES 


WHICH REPORTED LARGER EARNINGS 


IN 1952 THAN IN 1951 


Net Income 


Company 1952 
National Lead (P)$23,060,054 
F. W. Woolworth 31,533,307 
Union Pacific R.R. 68,727,226 
Phillips Petroleum (P) 75,300,000 
Minnesota Min. & Mfg. 16,089,995 
American Tobacco Co 34,068,963 
Radio Corp. of America 32,325,399 
Coca-Cola . 27,274,774 
Westinghouse Electric 68,581 603 
Goodyear Tire & Rubber Co. 39,009,866 
Int'l Business Machines 29,874,541 
Philadelphia Electric 27,330,322 
Chrysler 78 696,599 
General Electric 151,719,905 
National Biscuit 17,819,160 
General Motors 558,721,179 
J. C. Penney 37,170,071 
American Tel & Tel 406 661,306 
Consol. Edison Co. of N. Y. 45,115,034 
Pittsburgh Plate Glass 36,771,925 
Southern Company 20,232,110 
Commonwealth Edison 33,463,970 
Pacific Gas & Electric (P) 47,000,000 
Southern Pacific 61,941 887 
Pennsylvania R.R. 36,981 364 


P—Preliminary 


*—No. of outstanding shares increased sharply in 


a—Adijusted for stock dividends, splits, etc. 


Earned Per 

Percent Common Share 

1951 Increase 1952 1951 
$22,993,717 0.3% $2.06 $2.05 
31,255,894 0.9 3.25 3.22 
67,464,006 1.9 14.56 14.28R 
73,711,229 2.2 5.17 5.11 
15,738,452 22 1.96 1.92 
33,109,669 2.9 *4.79 *5.57 
31,192,732 3.6 2.10 2.02 
26, 123,838 4.4 6.38 6.11 
64,578,202 6.2 4.23 4.03 
36,628,296 6.5 8.30 7.79a 
27,892,090 ra 9.81 9.15a 
25,461,530 7.3 2.20 2.03 
71,973,469 9.3 9.05 8.27 
138,116,527 9.8 5.28 4.81 
16,202,212 10.0 2.56 2.30 
506,199,560 10.4 6.25 5.63 
33,465,140 il 4.52 4.07 
364,874,176 11.5 *10.43 *11.00 
39,211,827 15.1 2.63 2.26 
31,075,981 18.3 4.07 3.44 
16,904,728 19.7 1.18 1.03 
26,754,689 25.1 2.25 1.93 
36,876,000 27.5 *2.31 *2.07 
46,019,037 34.6 6.93 5.36 
26,697,717 38.5 2.81 2.03 

R—Revised 


1952. 





than 5 but less than 10 per cent. 

Sixteen of the 50 corporations 
cited in the tables each had 1952 
profits of $50,000,000 or more. 

Of those 16, eight reported 
gains in net income last year over 
1951 and eight showed declines. 

For the 25 corporations in the 
table of increases, General Motors 
had the largest 1952 net income— 


$558,721,.179—followed by Amer- 
ican Telephone & Telegraph, with 
$406,661.306, and General Elec- 
tric, with $151,719,905. 

Standard Oil (N. J.) had the 
largest 1952 net income — $518,- 
000,000—of any corporation in the 
second table. followed by U.S. 
Steel, with $144,.285,522, and Stand- 
ard of Ind. with $119,981.438. 





25 COMPANIES WHICH REPORTED SMALLER EARNINGS 
IN 1952 THAN IN 1951 


Earned Per 
Net Income _ Percent Common Share 
Company 1952 1951 Decrease 19521951 
R. J. Reynolds Tobacco $31,949,392 $32,117,301 0.5% $2.90 $ 2.92 
Allied Chem. & Dye 40,305,400 40,548,649 0.6 4.55 4.58 
Monsanto Chemical 23,189,243 23,477 884 1.2 4.29 4.70 
Liggett & Myers Tobacco 21,448,526 21,753,234 1.4 5.11 5.19 
Standard Oil (N. J.) 518,000,000(E) 528,460,779 2.0 8.55 8.72 
Borden Co. 17,667,137 18,080,371 2.3 4.11 4.20 
Atcheson, Topeka & Santa Fe Ry. 70,737,705 73,345,778 3.6 (2)13.29 13.83 
U. S. Gypsum Co. 19,031,216 19,820,261 4.0 11.55 12.05 
Owens-Illinois Glass 16,200,820 17,022,616 48 5.30 5.57 
Sun Oil . (P) 43,013,063 45,353,643 5.2 6.01 6.34a 
S. S. Kresge inet 14,148,466 14,924,429 5.2 2.56 2.70 
Union Carbide & Carbon 98,320,699 103,889,711 5.4 3.41 3.60 
Shell Oil 90,800,000(E) 97,020,194 6.4 6.74 7.20 
Eastman Kodak Co. (I) 45,803,851 49,025,906 6.6 2.74 2.94a 
B. F. Goodrich 32,364,008 34,742,881 68 7.60 8.15 
SIR TI. 6 iain ic 6.03 daSieideeeees 27,380,494 30,136,771 91 2.25 2.75a 
Canadian Pacific 39,078,545 43,307,470 98 2.61 2.98 
Bethlehem Steel .. 90,900,771 106,531,293 14.7 8.80 10.43 
National Steel Corp. 37,559,477 45,287,093 17.1 5.10 6.15 
Phelps Dodge .. 35,026,550 42,977 434 18.5 3.45 4.24a 
Stand. Oil of Indiana 119,981 438 148,697,356 19.3 7.81 9.71 
Republic Steel 44,274,053 54,921,541 19.4 7.22 9.03 
American Smelting & Ref. 31,635,814 39,742,313 20.4 5.35 6.89 
U. S. Steel 144,285,522 184,359,787 21.7 4.56 6.10 
United Fruit 37,937,126 50,893,898 25.5 4.32 5.79 


a—Adjusted for stock dividends, splits, etc. 


E—Estimated P—Preliminary 


(!)—Incl. U. S. subsidiaries only. 
(2)—Before bond retirement fund. 











Remember 
the tax bill you paid 
on or before 


March 16? 


You're not likely to forget it 
very soon—especially if you’re an 
investor. 

Nobody today expects to get off 
easy on taxes. Not when were 
in the middle of a cold war with 
our whole future at stake. In this 
kind of a situation, everybody, the 
investor included, expects to pay 
his fair share of the tax bill. 

But when the share isn’t fair— 
that’s when the tax really hurts. 
And that’s the kind of a situation 
in which the investor finds him- 
self. 

For instance: Many share own- 
ers, notably retired people, count 
heavily on the dividends they get 
from their securities. These divi- 
dends may be a major part of their 
income. But under our present tax 


dend $ = 











laws, the Federal government col- 
lects not one tax but two on those 
dividends. That doubling of the 
tax doesn’t sound fair, does it? 
For instance again: Many an in- 
vestor buys stock to protect the 
purchasing power of his extra dol- 
lars because he knows that the 
average price of stocks usually fol- 
lows over a period of time the 
prices of other goods and services. 
But if an investor wants to sell a 
stock on which he may have real- 
ized just that kind of a gain and 
put this money in another stock, 
he has to pay up to a quarter of 
that profit to the Federal govern- 


ment. And that’s not exactly fair 





either. when both stocks may have 
increased proportionately in price 
during that same period. The gain 
in the value of capital assets in 
recent years has often been il- 
lusory, for with the depreciated 
dollar have come higher price tags. 

Congress showed that it was 
aware of this basic unfairness two 
years ago, when it amended the 
capital gains tax law to provide 
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that the homeowner who made the 
same kind of a profit on the sale 
of his house wouldn't have to pay 
a tax on that profit if it was in- 
vested in another home within a 
year, 

Why shouldn’t the investor be 
allowed that same consideration in 
transferring his money from one 
investment to another? 

Congress should provide relief 
from both of these discriminatory 
taxes—the double taxation of divi- 
dends and the capital gains tax on 
investment profits—not only be- 
cause they are unfair to share 
owners but because they are hurt- 
ing business and affecting our na- 
tional economic health. 

sut first. let’s make clear that 
these taxes are paid by the smallest, 
as well as the biggest, investor. 
(nd. today the small investor pre- 
dominates by an overwhelming 
majority. One-third of the stock- 
holders in this country have an- 
nual incomes of less than $5.000. 
And more than another third 
14 per cent to be precise—make 
between $5,000 and $10,000 a year. 

The bulk of all stock transac- 
tions involve investors—not specu- 
lators or traders. The New York 
Stock Exchange made an exhaus- 
tive survey of all purchases and 
sales on two days in September. 
1952. It came up with this: 90 per 








cent of all public transactions were 
of the investment type. Only an 
insignificant proportion of the pub- 
lic transactions were for those 
classified as traders—for the pur- 
poses of this survey, those who buy 
and sell within a 30-day period. 

So it is the investor who suffers 
under the present tax law. And 
for that reason millions of poten- 
tial investors are driven away from 
stocks. This is evident from the 
fact that turnover on the New 
York Stock Exchange in 1952 was 
never lower in the past half cen- 
tury, excepting only 1941 and 1942. 
In 1920, the shares bought and 
sold represented 90 per cent of all 
shares listed. Last year, transac- 
tions were equal to only 13 per cent 
of listed shares. And this despite 
the fact that dividend payments to 
stockholders last year were the 
highest on record. 

This market slowdown has had 
an unfortunate effect on business. 
Business is having trouble raising 
the money it needs by selling 
stocks. Actually, business raised no 
more money through sales _ of 
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shares in 1952 than it did in 1946 
—but it spent about twice as much 
on new plant and equipment. 

Where did that extra money 
come from? From retained earn- 
ings—money the company kept 
in its treasury—and from in- 
creased borrowing. In the last six 
years, for instance, industry has 
raised more than three times as 
much of its capital funds from 
borrowing as from the sale of 
ownership shares. 

The tax law places a big premi- 
um on borrowing: Interest on debt 
may be deducted by a corporation 
before figuring taxable 
while dividends may not. 

Industry has been piling up debt 
at a rapid rate. Gross debt of all 
private U. 


income, 


* corporations at the 
end of 1952 amounted to an esti- 
mated $188 billion, compared with 
$100 billion in 1945, an increase 
of 88 per cent. Over the same 
period national income increased 
by 59 per cent. 

That load of debt — which 
doesn’t provide a sound base for 
continuing expansion—could well 
make trouble for business if we 
have a Stockholders 
share in a corporation’s good times 


recession. 


and its bad times: if profits go 











down, dividends follow. But the ob- 
ligation to pay interest on debt re- 
mains fixed despite changes in 
ability to pay. 

To avoid adding to its debt. in- 
dustry will need to raise billions 
of dollars by selling stock in the 
next few years if it is going to 
provide jobs for an estimated 70 
million people in 1960. 

That's why our tax law should 
be amended. 


Dividends Taxed Twice 


Congress should provide relief 
from the double taxation of divi- 
dends. Here’s how dividends are 
twice: First. a company 
pays a tax on all its net income 
whatever it has left after paying 
salaries, expenses. and interest on 
its indebtedness. Then out of what's 


taxed 


left after paying that tax—which, 
incidentally. ranges from 52 per 
cent for all but the smallest cor- 
porations to 70 per cent for those 
paying Excess Profits imposts— 
the company pays dividends to its 
share owners. And each of these 
stockholders must 
report these dividends as part of 
his income and pay an 


then in turn 


income 
tax on them at whatever rate ap- 
plies in his particular case. 

In this situation it’s easy to see 
why people are discouraged about 
investing their savings in shares 
of a company. And it’s also easy 
to see why a company is tempted 

y rather than at- 
tempt to raise it by selling stock. 
The interest it pays on borrowed 
money can be deducted in figuring 


to borrow money 


mei ee 








the company’s taxable income, but 
it has to pay taxes at the rate of 52 
per cent or more on whatever 
money it has available for divi- 
dends to stockholders. 

What kind of a remedy might 
Congress provide? Canada _ has 
made a good start toward redress- 
ing this wrong. It now permits 
stockholders to take off from their 
tax bill an amount equal to 10 per 
cent of all dividends they receive 
from Canadian companies. Re- 
cently the Canadian Finance Min- 
ister proposed that this credit be 
increased to 20 per cent. 

Now let’s take a closer look at 
the capital gains tax. To begin 
with we're the only large country 
in the world that taxes capital 
gains. And even in our tax situa- 
tion, it’s a unique kind of tax: You 
don't have to pay it unless you 
sell the capital assets that you 
hold. The tax is. in effect. self- 
imposed. So even a modest tax 
rate deters investors from selling 
or exchanging their stocks if they 
have a profit in them. That restricts 
market activity and impairs the 
flow of capital to industry. 

The capital gains tax brings in 
relatively little revenue. Such pay- 
ments by individuals since 1942 
have averaged less than 4 per cent 
of total individual income tax 
payments. 

But this tax reaches down, never- 
theless, to hit the smallest in- 
vestor: of all individuals reporting 
a capital gains tax liability in 1949. 
47 per cent were people with in- 
comes under $5,000. And 78 per 





cent of the returns showing capital 
gains were from people with in- 
comes under $10,000. 

The new industries, like tele- 
vision and natural gas, must, to 
some extent, look to transfers of 
investors’ capital from older indus- 
tries. Many investors. who other- 
wise might be eager to make such 
a switch are restrained by the capi- 
tal gains tax. 

For these reasons and others, it 
would be desirable to eliminate the 
capital gains tax. A step in the 
right direction would be to cut the 
effective rate in half. This would 
help thaw billions of dollars of 
tax-frozen investments. 

Congress has recognized that 
some types of transactions in capi- 
tal assets deserve more considera- 
tion than others, so when a capital 
asset such as a security is held 
for more than six months. the 
profit is taxed at a rate of no more 
than 26 per cent. 

The dividing line between capi- 
tal gains and those transactions 
so closely related to ordinary in- 
come that they should be taxed as 
such would be equally satisfactory 
if the required holding period were 
shortened to three months. 

Some proponents of the six 
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months dividing line justify it on 
the basis that it separates investors 
and traders. If this is a valid sepa- 
ration, the shorter period would 
work equally well, Recent New 
York Stock Exchange studies con- 
firm that dealers and traders move 
in and out of securities within a 
month-—usually within a day or 
week 


tinue to be taxed at ordinary in- 


two or a and would con- 


come rates. 
Closer to Reality 


A three-month holding period 
would be closer to reality. It would 
encourage thousands of capital 
transactions to be made which to- 
day often not 


made at all. Investors would have 


are deferred or 
greater freedom to exercise normal 
business judgment. It would im- 
prove the liquidity of capital mar- 
kets. And, 


precedents. a 


historical 

holding 
period would substantially increase 
government 


based on 


shorter 


revenues. 

So far. we've talked only about 
the tax treatment of gains on sales 
of securities, But. as every investor 
knows. there is no guarantee that 
securities can be sold at a profit. 
Suppose for many years you’ve 
had a portion of your capital funds 
invested in stocks and that now, 
for one reason or another. perhaps 
to go into a business of your own, 
you need the money. Your stocks 
cost you $40.000. but they now 
have a market value of only $30.- 
000. You take a $10,000 licking 
when you sell. Then what happens? 

Your loss can be used to offset 
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any capital gains in this year and 
five subsequent years. If you have 
no such gains, the loss can be 
used to offset only $1.000 of other 
income in this year and in each 
of the five later years. So you are 
held down to a total of $6,000 if 
you have no gains--no matter how 
big your loss. and you have to 
wait six years even to get the full 
tax benefit. 

The $1.000 allowance was put 
in the law the dollar was 
worth much more than it is today. 
It is unrealistic in terms of today’s 
values. 


when 


$5,000 Credit Urged 


To make a start toward equitable 
treatment, losses—after they have 
been used to offset 
should be 


any gains— 

credit 
against ordinary income of at least 
$5.000 in the current year, and 
up to $5.000 in each of the five 
subsequent years. 


allowed as a 


If Congress were to make these 
changes in our tax law it would 
help to promote business expan- 
sion and create more jobs, spread 
the ownership of American  busi- 
ness among more people—all of 
which would ultimately mean an 
increase in the government's over- 
all tax revenues. 

(The above article is based on 

detailed statistical evidence. 

The York Stock Ex- 

change will be glad to send 

you, upon request, a free copy 
of a study entitled “Taxes— 

Equity Capital—and Our Eco- 


nomic Challenges.” ) 
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THE 


CASE 


FOR 


BONDS 


By Grorce WANDERS. 
Editor, The Bond Buyer 


\CE UPON A TIME a stock hare 
() and a bond tortoise set out on 
an investment race. The hare had 
all the best of it for a while, what 
with fat dividends, good business 
prospects and a boom on the New 
York Stock Exchange. The tortoise 
merely plugged along. paying a 
stipulated rate of interest. Almost 
evervone cheered the hare and bet 
on it. but there were a few who 
favored the tor- 
toise. partly be- 
cause as trustees 
or savings banks 
they had no alter- 
native under state 
laws. 

This little fable ends in the tradi- 
tional way. The stock hare lagged 
after a time and took a dividend 
nap. The bond tortoise kept going 
and in the end paid the investors 
rather handsomely and also _re- 
turned to them the entire original 
investment. 


There is nothing far-fetched in 


this approach to the investment 
problem of stocks versus bonds: it 
reflects only the general rule of the 
placement of funds in the two types 
of securities. The rule is not in- 
variable, for there are corporations 
in which a stock investment has 
proved over the vears a_ better 
proposition than almost any bond 
investment. Some of our leading 
corporations have no bonded debt 
and an equity. representing owner- 
ship. is the only possible way of 
investment in such cases. 

Still. bonds have superior merits. 
and at times they deserve more at- 
tention than they get from  stock- 
minded firms and investors. The 
professional bond man is apt to 
snort in derision at comparisons of 
the investment status of bonds and 
shares. He will ask simply. as Law- 
rence Chamberlain did in_ his 
“Principles of Bond Investment,” 
from which is a man most sure of 
recovering the funds he has once 





relinquished. and declare that “the 


answer lies in the very nature of 
stocks and bonds.” 

So it does. indeed. but Chamber- 
lain’s text ran to 530 pages before 
he got through explaining bonds, 
and there is no room here for 
emulation. 

Bonds are loans. repayable in 








full and with interest. Numberless 
instances could be cited of com- 
fortable investment jogging with 
the bonds of a company that omits 
dividends on stocks when the eco- 
nomic going gets rough. If it gets 
too rough and a company ends in 
the bankruptcy court, the bond- 
holder ends up with the assets and 
the stockholder gets little or noth- 
ing. This is still the case, even 
though our bankruptcy laws have 
been much modified in the last 20 
years and softened in their impact 
on the insolvent. 


Premier Rating 

There is much more to it than 
that, of course. Although funds can 
be invested in General Motors only 
via the stock route, they can be in- 
vested in the United States Govern- 
ment only via bonds. Aside from 
all changes in the value of the dol- 
lar, the obligations of our national 
Treasury still have the premier in- 
vestment rating of the world. 

The stock - minded community 
often neglects the importance of 
bonds in the investment sphere. If 
the Brookings Institution could lo- 
cate only 61% million stock in- 
vestors, the United States Treasury 
located more than ten times that 
number of bond investors. 

The estimates at one time were 
that there were 85 million holders 
of United States Treasury savings 
bonds. This may have been exces- 
sive, but even 50 or 60 million 
present holders is a reasonable sur- 
mise—and a most imposing aggre- 


gate. 
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The case for bonds is an out- 
standing one for many reasons. 
Among them is sheer volume. The 
New York Stock Exchange lists a 
cool $100 billion of bonds, market 
or par. The 1,522 stock listings of 
the Big Board had a market value 
at the last year-end of only 20 per 
cent more. This comparison may 
lead the unwary into thinking that 
the aggregate of all outstanding 
stocks, listed and _ unlisted, is 
greater than that of all outstand- 
ing bonds. The contrary is the 
case. Although there are no exact 
figures covering the 500,000 cor- 
porations of the United States, it 
is safe to say that the aggregate 
of all debt securities, governmen- 
tal and corporate, far exceeds the 
stock total. 


Listed and Unlisted 

Listed stocks constitute a heavy 
proportion of the market value 
aggregate of all equities. In debt 
securities the situation is reversed 

the listings are only the visible 
part of the iceberg, most of which 
is known chiefly to the expert who 
can explore the unlisted portion. 
Thus, only some $70 odd billion of 
long-term marketable U. S. Treas- 
ury obligations are listed. The un- 
listed Treasury debt, represented 
by short-term issues, savings bonds 
and special issues, is almost 2! 
times the listed aggregate. 

Only a few issues of the $29 
billion of State and municipal 
bonds outstanding are listed. Many 
large corporations that have listed 
their shares have bonds outstand- 


ing which are not listed, but to 
most such issues the general pub- 
lic has no investment access. even 
though almost everyone with an 
insurance policy has a direct finan- 
cial interest in them. They were 
placed “privately” with all the 
major insurance companies, and 
there have been single private 
placements which have totted up to 
the neat total of $300 million. 

Bond analysis is, of course. a 
highly complex study, something 
like chess as against the checkers 
of stock analysis. 


Highly Varied Field 


For the general businessman or 
the not-too-skilled investor who 
wants to include some bonds in 
his portfolio, some expert guid- 
ance might be advisable. There is 
no need for advice if it is a mere 
matter of savings bonds or other 
United States Government obliga- 
tions. The bond field otherwise is 
highly varied and the fare that can 
be put before the investor is rich 
and rewarding. Anyone who lives 
above the lowest floors of the in- 
come tax brackets might find it 
advantageous, for instance. to take 
a look at tax-exempt municipals 
and see what they can do for him 
in the way of retained income. 

The case for bonds has been 
established by numberless State 
regulations governing the handling 
of funds by trustees. Wherever 
security is the prime factor, as in 
the cases of savings banks, mutual 
insurance companies. estates and 
trusts. the laws lean heavily toward 


bonds, and many of them exclude 
stocks altogether. Under the lead- 
ership of Massachusetts, some 
States are opening the door to 
stock investments, but the openings 
are very small and there are all 
sorts of hedge clauses. In bonds. 
however, some States supply “legal 
lists” of permitted investments by 
trustees, and such lists could sup- 
ply the inexpert with confidence 
that a proposed bond investment 
is sound. 


A. T. & T. Debentures 


In still another way, the case for 
bonds is proved and utilized by 
the largest corporation in the coun- 
try. When the American Tele- 
phone & Telegraph Co. wants to 
raise funds in blocks of hundreds 
of millions for its vast expansion 
program, it generally issues de- 
bentures (a form of bonds) which 
are convertible into stock. 

Bonds versus stocks is perhaps 
too abrupt a way to put it: bonds 
and stocks may be the better 
answer. Every so often. when the 
estate of a really superior deceased 
financier comes up for settlement. 
bonds are found to occupy a 
prominent place in the portfolio of 
investments. Usually they are 
bonds that can be liquidated in 
million-dollar blocks through five 
minutes of telephone negotiations. 
The estate duties possibly occa- 
sioned some of these holdings, but 
they were most useful in any event 
as an assurance of regular income. 
Smart cookies. those men! They 
knew what they were doing. 
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Buying At The 





TIS A simple matter to prove by 
figures that the who 
purchases a similar dollar amount 


investor 


of good-grade common stocks over 
a period of years at each year’s 
average market price stands a good 
chance to wind up with a profitable 
investment. 

But what happens to the in- 
vestor who consistently makes his 
annual investments at the highs? 

Well. let's take a look at what 
happened to an who 
bought selected issues at the top 
market 
year in the last decade 


investor 


price for each calendar 
when. ad- 
mittedly. the general trend of the 
market was upward. 

It should be understood clearly, 
of course. that the market perform- 
ances of the 25 stocks in the ac- 
companying table were not neces- 
sarily typical for all listed shares 
during the period. If another 25 
issues had been chosen. it is pos- 
sible that completely different re- 
sults might have been achieved. 

The tabulation discloses the re- 
sults which have 
achieved by investing $10,000 in 
each of 25 
stocks 


would been 


representative com- 


mon during the period 
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1943-1952 
conditions: 


under the following 
The annual investment 
in each issue was $1,000; all pur- 
chases were made at the highest 
price attained by each stock in the 
particular calendar year. 

Twenty-two of the 25. stocks 
cited showed market values at the 
close of 1952 larger than the total 
investment per issue of $10,000. 
The $10.000 invested in Northern 
Pacific during the decade had 
grown to $28.135 by the end of 
last year, a profit of $18.135: 
Dow Chemical’s market value of 
325.664 represented an apprecia- 
tion of $15.864. and 
ment in Firestone Tire had _ in- 
creased by $11.494 to $21.494. 

The three exceptions were Penn- 
sylvania Railroad. with a loss of 
$1.719 on the basis of the final 
1952 market quotation: Liggett & 
Myers. $1.504. and Montgomery 
Ward. $576. 

The table ignores completely 
cash dividends paid by the 25 is- 


the invest- 


sues during the 10-year period. 
Fourteen of the issues cited in 
the table distributed additional 
shares in the form of stock divi- 
dends or stock splits in the decade 





in 


nal 


ide 


1943-1952: eleven issues did not. 

Of the 605 shares of Dow 
Chemical held at the end of the 
ten years, 494 came from. stock 
dividends or splits. Corresponding 
figures for U. S. Rubber were 506 
and 316 shares: for U. S. Steel. 
343 and 158. and for Eastman 
Kodak Co.. 278 and 152 shares. 


Based on shares held December 
31, 1952. and cash dividend pay- 
ments in the 12 months then ended. 
yields shown by the 25. stocks 
ranged from 1.8 per cent for Dow 
Chemical to 7.6 per cent for Kenne- 
cott Copper. Ten of the issues 
showed year-end yields of 6 per 
cent or better. 





Market Price for Every Issue Each Year—$1,000 Worth of Listed Common Stocks. 
—Total Investment in Each Stock $10,000— 


No. of Shares 


Received 
No. of Thro'qh 


No. of Market Val. 





Shares Stock Divds. 
Issue Purchased Splits, etc. 
Bethlehem Steel o- WF 114 
Chrysler 115 36 
Commonwealth Edison. 316 —_ 
Douglas Aircraft 129 99 
Dow Chemical ....... III 494 
du Pont ‘ 79 93 
Eastman Kodak 126 152 
Firestone T. & R. 158 131 
General Electric ‘ 211 —_— 
General Motors > 102 
Hercules Powder 137 31 
Intl. Harvester y 203 112 
Johns-Manville hike) © a 68 
Kennecott Copper .... 180 — 
Liggett & Myers 115 — 
Montgomery Ward 152 a 
Northern Pacific 340 “= 
Otis Elevator 294 -- 
Pennsylvania R. R. 366 - 
Radio Corp. 516 - 
Standard Oil (N. J.) 135 122 
Transamerica 603 _ 
U. S. Rubber 190 316 
U. S. Steel 185 158 
Western Union Pe 259 _— 





Shares of Shares Increase over 1952 

Owned Owned $10,000 Yr.-End 

12/31/52 12/31/52 Investment Yield* 
281 $15,525 $5,525 7.1 
151 14,496 4,496 6.3 
316 10,942 942 5.2 
228 14,250 4,250 6.0 
605 25,864 15,864 1.8 
172 16,620 6,620 3.7 
278 12,441 2,441 3.9 
289 21,494 11,494 4.7 
211 15,350 5,350 4.1 
255 17,563 7,563 5.8 
168 12,558 2,558 4.0 
315 10,316 316 6.1 
214 15,836 5,836 5.7 
180 14,310 4,310 7.6 
115 8,496 (2) | 504 6.7 
152 9,424 (a) 576 4.8 
340 28,135 18,135 3.6 
294 11,613 1,613 6.4 
366 8,281 (4) 1.719 4.3 
616 17,479 7,479 3.5 
257 19,982 9,982 5.5 
603 16,281 6,281 2.4 
506 15,623 5,623 6.5 
343 14,535 4,535 6.9 
259 10,295 295 75 


(d) Decrease. * Based on market value of shares held at close of 1952 and cash dividends paid in 





12 months then ended. 
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SCHERING SHARES LISTED: 





For U.S. Investors Only! 


nLY “American Nationals” 
O may own any of the 1,760,000 
shares of Schering Corporation 15- 
par value common. stock 
(ticker symbol: SRG) which the 
New York Stock Exchange admit- 
ted to trading late last month. 

Well the pharma- 
ceutical field, Schering Corpora- 
tion evolved from German-owned 
properties in this country which 
the Alien Property Custodian 
seized during the last war. To 
prevent control from reverting to 
foreign interests, the corporation’s 
charter provides that its shares 
may be owned only by U. S. citi- 


cents 


known in 


zens or corporate interests. 
Schering manufactures hormone 
products, notably cortisone, anti- 
histaminics, x-ray diagnostics and, 
through subsidiaries, a laxative, a 
sun-tan lotion and a depilatory. 
The corporation, a firm believer 
Testing a new sleep-inducing drug— 


Dormison—on mice in Schering re- 
search laboratory. 


in research, points out that 56 per 
cent of its sales last year—and an 
even greater proportion of its gross 
profits—came from new products 
developed since 1942. 

Research activities are centered 
at Bloomfield, N. J.: while the 
principal manufacturing plant is 
located at Union, N. J. In addi- 
tion, subsidiaries and _ affiliates 
operate plants in Canada, Mexico, 
Chile, Brazil and South Africa. 

Schering’s sales spurted to $18,- 
907,000 in 1952 from $15,444,000 
the year before and $11,955,000 
in 1948. Last year’s net profit im- 
proved to $1,685,307, or 96 cents 
a common share, from $1,374,324, 
or 78 cents, in 1951, 

The number of pharmaceutical 
listed on the 
Board” is an impressive one, in- 
cluding Abbott Laboratories, Mc- 
Kesson & Robbins, Merck, Norwich 
Pharmacal, Parke, Davis, Chas. 
Pfizer, Sharp & Dohme, E. R. 
Squibb and Sterling Drug. 

Only one other listed stock— 
American Bosch—is restricted to 
ownership by American Nationals. 

Schering has 15,000 common 


companies “Big 


share owners, and has announced 
it will pay semi-annual dividends. 

A cash payment of 25 cents per 
last 
\ugust. and a similar amount was 
paid in March of this year. 


common share was made 
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yare Prices 


ROM TIME TO TIME, rumors 
Pacis around the country 
that the United States Government 
may boost the official price of gold 
from the present level of $35 per 
ounce. 

Frequently such reports are fol- 
lowed sooner or later by an of- 
ficial, or semi-official. denial. 

Until March 9, 1933, the official 
price of gold had held unchanged 
at $20.67 per fine ounce for the 
best part of a century. 


First of a Series 

On that date, however. the first 
of a series of price increases was 
put into effect, culminating in the 
establishment of the present $35 
figure on January 31, 1934, 

The various boosts in the of- 
ficial price of gold during the year 
1933 and the first month of 1934 
actually constituted a deliberate 


A. DEVANEY 


California gold dredge. 


“dose of inflation.” It was the con- 
viction of the professors and econo- 
mists who advised this procedure 
that boosting the gold price would 
raise commodity prices, improve 
the farmer’s lot and probably aid 
the general economy. 

So, the official price was raised 
either daily or every few days 
until the present level was set. At 
least one price boost was made. 
a member of President Franklin D. 
Roosevelt’s Cabinet wrote in his 
memoirs, because the Chief Execu- 
tive thought that the amount of 

the increase was “lucky.” 


Boost Doubted 


There has been no lack of agi- 
tation from several quarters in 
recent years for a higher official 
gold price than $35. So far. how- 
ever. there has been no official in- 
dication that the figure will be 
altered. To the contrary, most cen- 
tral bankers and well-posted com- 
mercial bankers insist, usually “off 
the record,” that the $35 price is 
here to stay. 

Many of those who either advo- 
cate or expect a higher official 
gold price seem convinced that 


19 








such a change would have a bene- 
ficial effect on the market quota- 
tions of shares of listed companies 
which produce the precious metal. 

While that may well be so. mar- 
ket prices of the shares of most 
gold-producing companies have 
civen little suggestion that a higher 
official gold price is imminent. 

The accompanying table con- 
tains 15 common stocks of gold 
enterprises. For some of those 
companies, of course, gold produc- 
tion represents but a minor part 
of their activities; for others, it is 
most important. 

Only one of the companies in 
the tabulation — Phelps Dodge - 
achieved a higher stock market 
price during the first two months 
of 1953 than it did in the vears 
1933-1952. inclusive. 


Another of the stocks—Alaska 
Juneau—sold higher in 1933-——the 
year that the Government began to 
tinker with the price of gold-—than 
it has since. 

\ third—U. S. Smelting, Refin- 
ing & Mining——set a higher market 
price in 1934—the year in which 
the price of gold last was altered— 
than in 1933 or since. 

The other dozen issues cited 
established stock market peaks 
during 1935-1952 which were not 
equaled in 1933, in 1934 or in the 
first two 1953 months. 

At the highest market prices 
they achieved in the first two 
months of the current year, 14 of 
the 15 stocks shown in the table 
below were anywhere from $5.50 
to $73.50 a share below their peaks 
for 1933-1952. 





Common Stock Price Range of Listed Companies 


Which Produce Gold 





First Two 
1933 1934 1935-1952 1953 Months 
High Low High Low High Low High Low 
Alaska Juneau Gold Min. $ 33 $II'Z $23%, $16% $20!/, $I'/), $ 3%, $ 2% 
Amer. Metal Co., Ltd. 1034a l34a 2a Sia 323%4a 53,a 26'/s 23 
Amer. Smelt. & Ref. Co. 22"/sa 4a 21%a 12a 53 lla 44 39/2 
Anaconda Cop. Min. Co. 22% 5 173%, 10 69!/, 8 453%, 41%, 
Cerro de Pasco Corp. 4054 Sia 40%a 27'/ra 78%a =13%a 383% 35 
Dome Mines Ltd. 1934a 6a 23a 16 a 347%, 8 22%, 19!/, 
Fed. Mining & Smelting 2054a 30a 2I%a =10%a 82!/, Ta 69 59 
Homestake Mining Co. 465ha 18l/fa 535%4a 38%a 68 a 2i'/2 407, 37 
Howe Sound Co. \2%a %ya 1%a Ilha 30'f,a Tha 21%, 18!/, 
Int'l Nickel Co. of Can. 23% 6% 29, 21 73% 19% 475 43% 
Magma Copper Co. .... 195% 5% 23%, 15/2 63 10% 29% 26'/2 
McIntyre Porcupine Min. 4854 18 50!/, 38!/, 83!/, 26 71" 66 
Park Utah Consol. Mines 4/5 % 6% 2"/2 8!/s ! 2% 2/4 
Phelps Dodge Corp. ... Wra "aa Wra 65a 4i'/, b6%a 43'/5 39"/, 
U. S. Smelt., Ref. & Min. 105% 13!/p 141 965 124, 33%, 67'/2 57% 


a Adjusted for stock dividends, splits, etc. 
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1 ADDING 
MORE 
+ SHARE 
+OWNERS 


ANY prominent corporations 
M enjoyed further growth in 
the number of their common share 
owners last year. 

The latest reports of twenty well- 
known companies—cited in the 
table below—showed an aggregate 
of 3.673.355 common share own- 
ers. This represented a growth of 


223.620 share owners, or 6.5 per 
cent, over 12 months earlier and a 
gain of 450,766, or 13.9 per cent. 
in the past two years. 

Of the 20 companies cited, 16 
had more share owners at the close 
of 1952 than in 1951 or 1950. One 
showed a growth over the 195] 
year-end total but a decline from 
1950: one was below 195] but 
above 1950, and two showed fewer 
share owners at the end of last year 
than either 12 or 24 months ear- 
lier. 

Nine of the 20 corporations in 
the table—or 45 per cent of them— 
had more than 100.000 share own- 
ers on the latest reported date. 





Atlantic Refining 

Texas Gulf Sulphur 
Procter & Gamble 
Southern Pacific 

Int'l Tel. & Tel. 
General Foods 

United Fruit 

Detroit Edison 
International Harvester 
F. W. Woolworth . 
Kennecott Copper . 
Union Carbide & Carbon 
E. |. du Pont de Nemours 
Radio Corporation 
Socony-Vacuum Oil 

U. S. Steel 

General Electric 
Standard Oil (N. J.) 
General Motors 
American Tel. & Tel. 
20 Company Totals 





NUMBER OF COMMON SHARE OWNERS 


(Nearest Available Date to Year-End) 








1952 1951 1950 
34,631 25,826 24,462 
38,750 38,640 38,990 
49,109 48,517 48,047 
55,368 51,424 49,677 
57,033 54,912 53,808 
63,939 64,226 64,007 
66,165 63,216 61,527 
66,171 59,754 54,896 
71,581 62,416 55,935 
86,866 83,662 82,068 
88,806 87,708 88,264 
107,125 102,460 97,413 
126,565 121,689 108,774 
167,517 171,941 174,028 
173,401 156,904 158,327 
222,528 209,128 195,218 
250,602 254,180 249,073 
269,474 253,515 222,064 
457,215 447,188 410,428 
1,220.509 1,092,433 985,583 
3,673,355 3,449,735 3,222,589 
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What’s the sensible way 
to buy stocks? 


“Why did you decide to buy the stock 
you own?” Some 15,000 people were in- 
terviewed and asked that question. 


The biggest single reason given was 
that they hoped and expected the price 
would go up. Dividend income was the 
second most frequent reason. 
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Those are good reasons, of course. The 
long-range trend of security prices, for 
instance, has been upward for decades. 
And there are hundreds of companies 
which have paid dividends annually for 
ten years to more than a century. 
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But it’s also true that share prices of 
even the strongest companies move down 
as well as up, that corporations may 
earn good profits one year and in an- 
other may not. So prudent investors 
consider the risks of share ownership 

. as well as the rewards. 


=. 
S, 
o 
a 
Po 
= 
® 
z 
~< 
° 
a 
O 
> 
< 
° 
3 
> 
3 


*NYOTHO 


That’s why you'll naturally want all 
the help and advice you can get. Just 
like a new car or a washing machine, 
stocks should be bought carefully—after 
getting the facts. 





Any member firm of the New York 
Stock Exchange will enjoy answering 
your questions. And they’ll be equally 
helpful whether you write, telephone 
or call in person. 
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